AUDITOR'S REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE 
PROVINCIAL LEGISLATURE AND THE COUNCIL ON CEDERBERG MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1. I have audited the accompanying financia] statements of the Cederberg Municipality, which 
comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages 1 24 to 21 1 . 


Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Local 
Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) 
(DoRA). This responsibiiity includes: designing, impfementing and maintaining internal 
control relevant to the preparation and fair presentation of financial statements that are free 
from material misstalemenL whether due to fraud or emon selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable In 
the circumstances. 


AudItor-GeneraTs responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA), my responsibility is to express an opinion on these financial statements based 
on my audit. 

4. I conducted my audit In accordance with International Standards on Auditing and Genem! 
Notice 1570 of 2009 issued In Government Gazette 3275B of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate In the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. t believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 
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Basis for qualified opinion 


Property, plant and equipment 

7. Included under note 8 to the financfal statements^ property, plant and equipment, are 
assets with a carrying value of 331 884 (2009: R4 428 361) which were cfassified as 
"Housing Devefopment Account". A description of the type of assets that were classified 
into this category was neither provided in note 8 nor in the accounfng policy note 2.3 to the 
financial statements. This disclosure is required by the SA Standards of GRAP, GRAP 17, 
Property, Pfant and Equipment. 


Prior period errors 

Supposing dQcumef)ts not submitted 

8. The municipality did not submit supporting documentation for the restatements as disclosed 
in note 35.8 to the financial statements relating to general expenses of R2 321 869, other 
debtors of R814 753, trade creditors of R1 007 816 and other creditors of R684 994. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy myself 
as to the existence, rights and completeness of the trade receivables and trade payables 
for the year ended 30 June 2009 and the occurrence and completeness of general 
expenses for the year to 30 June 2009. 


Pnor period errors not discfased 

9. The SA Standards of GRAP, GRAP 1, Presentation of Financiat Statements requires 
entities to disclose, for each component of net assets, the correction of prior period errors. 
The corresponding figures for trade receivables, trade payables and cash and bank 
balances were restated to address prior period misstatements. However, the correction of 
the prior period errors was not disclosed in the notes to the financial statements as required 
by GRAP 1 in the follovring cases: 


increa5e/(decrease) In assets 
cash and bank 
trade receivables 


R4 456 926 
R6 503 921 
(R2 046 995) 


lncrease/(decrease) in llabnitles 
trade payables 


(R4 45G 926) 
(R4 456 926) 


Other income 

10. The entity could not provide sufficient appropriate audit evidence to support an adjustment 
of R782 419 debited to the 2009 other income. There were no satisfactory alternative audit 
procedures that I could perform to verify the adjustment. Consequently, I did not obtain 


2 



sufficient appropriate audit evidence to satisfy myself as to the occurrence, completeness, 
accuracy, cut-off and classification of the adjustment of R782 419 made to the 2009 other 
income. 


Trade receivables 

11. Sad debts written off of R4 704 203 in the 2009 financial year were not taken into account 
in calculating the 2009 and 2010 provision for doubtful debtors. The 2009 and 2010 
provision for doubtful debtors is therefore overstated by an estimated R1 812 203 {2009: 
R1 864 268). Had the correct provision for doubtful debtors been determined, the surplus 
for the period would have been stated at R7 869 510 (R2009: R22 746 528), trade 
receivables would have been increased by R1 812 203 (2009: R1 864 268) and 
accumulated surpluses would have been increased by R1 812 203 {2009: R1 864 268). 

Statement of changes In net assets 

12. The statement of changes in net assets contains unexplained balancing figures for the 
"Correction of prior year error, due to tinning difference” of R2 688 851 and "surplus for the 
year” of R1 444 890. There were no alternative procedures that I could perform to verify 
these balancing figures. 


Financial statements presentation and disclosure 

13, The financial statements contained various material presentation, disclosure, casting, 
cross-casting and transfer errors, which were not corrected during the audit, and which can 
be summarised as follows: 


Statement of changes in net assets 

• There is a material error of R42 676 669 in the accumulated surplus opening balance as 
at 30 June 2008. This has no effect on the accumulated surplus as at 30 June 2010. 


Retirement benefit fiabitities 

• There is an amount in the listing of items comprising the contribution to provision in the 
prior year disclosed in note 16 to the financial statements of R966 159 included in error. 
The total provision, however, is correct. 

• The defined benefit expense disclosed in note 26 to the financial statements, nil (2009: 
R1 327 000), is understated by R1 545 000 (2009: overstated by R1 194 000), when 
compared to the defined benefit plan expense of R1 545 000 (2009: R132 700) 
disclosed in note 16 to the financial statements. 

• The reconciliation of the defined benefit expense was not disclosed in the notes to the 
financial statements as required by the SA Standards of GRAP, IAS 19, Employee 
Benefits. 


3 



Budget information 

• The deficit of actual revenue and expenditure in companson to the budget disclosed in 
note A9 to the financial statements of R25 281 505, is understated by R27 783 559 when 
compared to the surplus of R2 502 054 discfoaed m appendix E(1). 


Financial instnjments 

• The total financial assets of R63 889 160 (2009: R67 336 775) discfosed in note 40.1 to 
the financial statements are overstated by R8 389 601 (2009: R2 726 288) when 
compared to the total financial assets of R55 499 559 (2009: R64 610 287) per the 
statement of financial position. 

• The total financial liabiEites disclosed in note 40.1 to the financial statements, 
R36 523 034 (2009: R46 853 306) are overstated by R1 674 192 (2009: R1 518 5B9), 
the current portion of long term iiabilities, which is double counted. 

• The 2009 total financial assets disclosed in note 40.2 to the financial statements of 
R66 562 022 are understated by R814 753.whBn compared to the total financial assets 
disclosed in note 40.1 to the financial statements of R67 336 775. 

• The total financial liabilities of R46 899 348 (2009: R56 533 293) disclosed in note 40.2 
to the financial statements are overstated by R12 050 506 (2009: R11 064 062) when 
compared to the total financial liabilities of R34 848 842 (2009: R45 469 321) disclosed 
in note 40.1 to the financial statements. 

• The contractual maturity of financial liabilities was not disclosed under liquidity risk 
disclosures In note 40.6 to the financial statements as required by the SA Standards of 
GRAP, IFRS 7, Financial Instruments Disclosure. 

• The % change in interest rates was not disclosed in note 40.5.2 to the financial 
statements as required the SA Standards of GRAP, IFRS 7, Financial instruments 
Discfosure, 


Prior period 

• The restated surplus for the year erided 30 June 2009 disclosed in note 32.5 to the 
financial statements of R27 372 404 is overstated by R6 490 145 when compared to the 
surplus for the year per the statement of financial performance of R20 882 259. 

• Note 35.9 to the financial statements discloses that a prior period error of R1 166 036 
was made to the opening balance of retained income as at 30 June 2008. This 
correction was actually processed in the period to 30 June 2009 as opposed to 1 July 
2008 as disclosed. 

• The disclosure of the prior period error in respect of the recognition of post employment 
health care benefits is incorrect. The Increase in employee related costs cf R6B6 000 
should have been a decrease of RS 642 000 and the retirement benefit liabilities as at 30 
June 2009 were not restated as disclosed in the note. 
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Cash generated from operations 

• The recondfiatfon of cash generated from operations disclosed in note 36 to the financial 
statements mcfudes a number of inappropnale reconcifing items. These items incfude: 


-Correction of prior year error 
-Changes in accumufated surplus 
-Changes in assets 


2010 

R4 B53 772 
(R2 164 920) 
R1 302 866 


2009 

(R4 579 995) 
R387 037 821 
{R3B6 020 993) 


Generai expenses 

* Interest paid amounting to R4 951 869 as disclosed in note 30 to the financial 
statements was incorrectly disclosed under general expenses instead of being disclosed 
under finance costs. 


Property, plant and equipment 

* The depredation on property, plant and equipment disclosed In note 8 to the financial 
statements of R21 702 109 does not agree to the depreciation per the fixed asset 
register of R20 488 544 by R1 213 565. The fixed asset register depreciation is 
Incorrect. 


Material tosses not disclosed 

14. Contrary to the requirements of section 125(2) of the MFMA, the municipality did not 
disclose the electricity distribution losses of 9 148 100 kilowatt hours (16%) with a value of 
R3 842 202 which were incurred during the year in the notes to the financial statements. 


Qualified opinion 

15. In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements present fairly, In all material respects, the 
financial position of the Cederberg Municipality as at 30 June 2010, Its financial 
performance and its cash flows for the year then ended, in accordance with SA standards 
of GRAP and in the manner required by the MFMA and DoRA. 


Emphasis of matter 

16. I draw attention to the matters below. My opinion is not modified in respect of this matters: 


5 



Restatement of corresponding figures 

17. As djscfosed m note 32 and note 35 to the financial statements, the corresponding figures 
for 30 June 2009 have been restated as a result of errors discovered during 2010 in the 
financial statements of the Cederberg Municipality at, and for the year ended 30 June 2009. 


Material underspending of the budget 

18. The Cederberg Municipality has materially underspent its capital budget for the year ended 
30 June 2010 as referred to in paragraph 5.2 of the chief financial officeris report. The 
underspending amounted to R14 365 915 (30.4%). The impact of this underspending is 
that housing projects were not completed. 


Additional matter 

19. I draw attention to the matter belov/. My opinion is not modified in respect of this matter: 


Unaudited supplementary schedules 

20. The supplementary information set out on pages 77 to 87 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

21. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazeffe 32753 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the folfowrng key laws and regulafions MFMA, 
DoRA, Local Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 
2000) (MSA), and financial management (internal control). 


Predetermined objectives 

22. Material findings on the report on predetermined objectives, as set out on pages 64 to 113 
are reported below; 


USEFULNESS OF REPORTED PERFORMANCE INFORMATION 

The following criteria were used to assess the usefulness of the planned and reported 
performance: 

• Consistency: Has the municipality reported on its performance with regard to its 
objectives, indicators and targets in its approved integrated development plan, i.e. are 
the objectives, indicators and targets consistent between planning and reporting 
documents? 

• Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, 
indicators and performance targets? 
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Measurabifity: Are objecUves made measurabTa by means of indicators and targets? Are 
indicators well defined and verifiabTe, and are targets specific, measurable, and time 
bound? 


The following audit findings relate to the above criteria: 


Planned and reported performance indicators not measurabie 

23. For the selected objectives, 67% of the planned and reported targets were not measurable 
in identifying the required performance; 


RELIABILITY OF REPORTED PERFORMANCE iNFORMATJON 


The following criteria were used to assess the usefulness of the planned and reported 
performance: 

• Validity: Has the actual reported performance occurred and does it pertain to the entity 
i.e. can the reported performance information be traced back to the source data or 
documentation? 

• Accuracy: Amounts, numbers and other data relating to reported actual performance has 
been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have been 
included in the reported performance information. 


The following audit finding relates to the above criteria: 

Planned and reported indicators not traceable to source 

24. For the selected objectives, 66% of the planned and reported indicators were not verifiable, 
as it was not possible to adequately validate the processes and systems that produce the 
indicator. 


Reported indicators not accurate when compared to source information 

25. For the selected objectives, 60% of the reported indicators were not accurate on the basis 
of the source information or evidence provided to support the reported mdicalora. 


Compliance with laws and regulations 
MFMA 

Financial statements 

26, Contrary to the requirements set out in section 122 of the MFMA, the municipality did not 
prepare financial statements that fairly present the slate of affairs of the municipality, its 
performance against its budget, its management of revenue, expenditure, assets and 
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liabilities, its business activities, its financial results, and its financial position as at the end 
of the financial year as the financial statements produced for audit were subject to material 
corrections during the audit process. 


Supply chain management legislative requirements 

27. Sufficient and appropriate audit evidence that annual declarations of interest were made by 
the mayor, counciliors, senior managers, and the municipal manager could not be 
submitted for audit purposes. 


Legislative responsibilities 

28. Contrary to the requirements of section 53 of the MFMA, the Mayor did not ensure that 
revenue and expenditure projections and the service delivery targets and performance 
indicators were made public after the approval of the service delivery and budget 
implementation plan. 

29. Contrary to the requirement of section 53p)(b) of the MFMA, the Mayor did not ensure that 
the performance agreements of the municipal manager and senior managers were made 
public after the approval of the mumcipality’s service delivery and budget implementation 
plan and submitted to council. 


Audit committee 

30. The audit committee did not fulfil its responsibilities as set out m section 166(2) of the 
MFMA including a review of the financial statements to provide the council of the 
municrpafity with an authoritative and credible view of the financial position of the 
municipality, its efficiency and effectiveness and its overall level of compliance with the 
MFMA, DoRA and any other applicable legislalion. 


Internal audit 

31. Contrary to section 165(2){b) of the MFMA, the internal audit did not report to the 
accounfing officer and the audit committee on matters relating to performance 
management. 


Late submlsston of financial statements and report on predetermined objectives 

32. The Cederberg Municipality only submitted its financial statements and its report on pre- 
detennined objectives for auditing on 22 September, and not on 31 August, as required by 
the MFMA and Genera} Notice 1570 of 2009, issued in Government Gazette No. 32758 of 
27 November 2009. 


INTERNAL CONTROL 

33. I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the relevant laws and regulations, 
but not for the purpose of expressing an opinion on the effectiveness of internal control. 
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34. The matters reported below are limited to the significant deficiencies regarding the basis for 
qualified opinion paragraph, the findings on the report on predetermined objectives and the 
findings on compliance with laws and regulations. 


Leadership 

35. Management did not review the financial statements or report on the predetermined 
objectives pnorto its submission for audit for completeness and accuracy. 

36. The effective organisational struclure that ensures that people with the appropriate skills 
and competencies are strategically placed in the organisation is not present. 

37. The accounting officer does not evaluate whether management has implemented effective 
internal controls with respect to financial management and financial reporting and reporting 
on predetermined objectives by gaining an understanding of how and whether senior 
management has met Iheir responsibilities in this regard. 


Financial and performance management 

3B. Pertinent information is not identified and captured within a time frame to support financial 
and performance reporting. As a result the financial statements and performance 
information were submitted for auditing after the required deadiine according to the MFMA. 
In addition the financial statements submitted for audit were subject to material 
amendments resulting from the audit. 

39. The provisions of the accounting standards, the requirements of the basis of accounting 
and the requirements for the reporting on predetermined objectives are not understood fully 
and applied correctly. Where clerical errors are made by the compilers of the financial 
statements and the predetermined objectives report, these are not delected. In addition, 
incorrect data was provided to experts for calculation of provisions to be utilised in the 
financial statements. 

40. The operation and capabilities of the accounting package implemented in the previous year 
are not fully understood or utilised by the municipality. As a result the provision of pertinent 
information required by the auditors was time consuming and inefficient. 


Governance 

41. Internal audit did not fulfil its responsibilities as set cut in the legislation and in accordance 
with accepted best practice and standards. This is mainly due to the inadequate staffing of 
the internal audit and the additional functions carried out by the internal auditor This has 
resulted in the municipality not being able to identify the internal control deficiencies and 
communicate them in a timely manner to allow for corrective action to be taken. As a result 
non-compliance with laws and regulations and supply chain regulation deviations have 
occurred throughout the year. The reporting on predetermined objectives is also flawed as 
a result of regular internal audits not being carried out on the information. 
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OTHER REPORTS 


Investigations compieted during the year under review 

42. During the financial year ended 30 June 2010, a director of the municipality was dismissed 
after an investigation into allegations of misconduct which occurred in the period to 30 June 
2010. 


Cape Town 


21 January 2011 


AUDITOR-SENERAL 
SOUTH AFRICA 


jAuQ'i>,'fia to build pubuc con-bdence 
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